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Economic Mobilization and Stabilization. By LESTER V. CHANDLER and 
Donatp H. WaLtaAce (New York: Henry Holt. 1951. Pp. vii, 610. 
$4.50.) 

The Economics of Mobilization and Inflation. By SEyMour E. Harris (New 
York: W. W. Norton. 1951. Pp. xii, 308. $4.50.) 

The Economics of Armament Inflation. By Jutes BacKMAN (New York and 
Toronto: Rinehart. 1951. Pp. xvi, 234. $1.75.) 


Time has dealt harshly with economists. Before we have had an opportunity 
to digest the experience of World War II and come up with a balanced view 
of the réle of controls in a mobilization effort, we are required five short years 
after the last major effort to deal with the problems once again on an operating 
basis. Moreover, the aftermath of World War II was a prolonged inflation 
which tended to color the viewpoints of those seeking to recommend the right 
policies in the summer of 1950. Our position is best expressed by Aeneas 
when, in response to Dido’s request to describe the fall of Troy, he replied: 


“Infandum, regina, jubes renovare dolorem 
... quaeque ipse miserrima vidi 
Et quorum pars magna fui.’? 


Complicating the problem in mid-1950 was the fact that the character of the 
new mobilization was particularly uncertain. Were we then faced with all-out 
mobilization or with a limited program? If the former, how could we avoid 
resorting more or less to the full panoply of controls which marked World 
War II? If, on the other hand, we were concerned with a partial or limited 
mobilization of uncertain or relatively long duration, did we need many, if any, 
of the direct controls? 

When this review appears it will be two years since the new mobilization 
effort began. The reviewer of these three books has the great advantage of 
hindsight over the authors of the books. This is particularly true since the 
books were written in the late summer of 1950 and in early 1951. The authors, 
therefore, could not take account of the highly paradoxical economic develop- 
ments since the spring of 1951. I refer to the prolonged lull in consumer spend- 
ing with rising disposable incomes in the face of rapidly rising defense spend- 
ing. 

All of this is by way of introduction to the subject matter of these books— 
the problems of economic mobilization. While the three books deal with es- 
sentially the same basic topics, the approach varies. 

The Chandler and Wallace volume is a judicious selection of readings, knit 
together skillfully by essays written by the editors. Of the three books, it 
covers the widest range of topics, such as programming, allocations, labor sup- 
ply, fiscal policy, price and wage controls, and rationing. The first and major 
part of the volume is directed to the experience of World War II, in which 
the reader is given an excellent picture of the development of wartime mo- 
bilization controls, A much shorter section discusses the economics of a limited 


*“C) Queen, you bid me recall the unutterable agony which I myself, most wretched, 
saw and wherein my role was great.” 
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defense program; and finally, the problem of future full war mobilization is 
briefly posed. 

The readings are taken from various sources: government publications; 
articles; books; and Congressional hearings. One misses the classic article of 
Professor Galbraith on “‘The Disequilibrium System” but that is available in 
his recent book, The Theory of Price Control. 

The Harris book, on the other hand, sets forth the author’s views on the 
appropriate policy for the current situation, both under limited and full mo- 
bilization. In so doing, he provides estimates of the shift in resources to de- 
fense that may be required against the potential growth of the GNP and 
develops the potential magnitude of the inflationary gap. 

Professor Harris argues that we cannot expect much growth in total out- 
put and that, therefore, the shift in resources to defense will impose much 
greater relative strain than in World War II. Then we were able to increase 
total consumption in spite of the large take for war because we moved from 
an underutilized economy to one fully employed. His model for the current 
situation and, a fortzori, for full mobilization, reduces consumption. Hence, 
the inflationary potential is much more explosive. This assumption, as he has 
subsequently stated in a letter to the Washington Post, was incorrect. Conse- 
quently, much of his argument is vitiated. Nevertheless, the structure of the 
book, its orderly progression from point to point, and the facility with which 
he develops his model, reveal the well-known skill of the author in handling 
this complicated problem. 

He shows vividly the ravages of inflation particularly with respect to in- 
stitutions of higher learning. His book is a powerful plea for a vigorous tax 
policy. He does not have much faith in direct controls and accepts them pri- 
marily for full mobilization—but not with enthusiasm. Harris says: ‘‘An out- 
standing lesson of the forties is that controls as a weapon in the stabilization 
arsenal have been deflated. Perhaps the most important reason for this is 
that war-time controls proved, in part, that they postpone inflation rather than 
suppress it.” In substantial part, as Professor Harris rightly contends, it was 
because of the gross inadequacy of wartime taxation. It may be argued, on 
the other hand, that if controls had not been prematurely dismantled in the 
summer of 1946, the postwar inflation might not have been as serious. How 
much price rise did we avoid by keeping controls on for one year after the end 
of the war? 

The book is filled with a feeling of doom and foreboding on the eve of the 
new defense program. His writing is infused with an apocalyptic vision if we 
let inflation ravage us further. We may end, not with the bang of atomic 
bombs, but with the whimper of unrestrained inflation. His position is close 
to the Age of Inflation thesis so ably discussed in the well-known series of 
the London Econontist and propounded vigorously by Sumner Slichter in this 
country. (Parenthetically, it may be pointed out that each recent decade 
seems to bring its own Weltanschauung which, by some variety of Hegelian 
historical process, leads to its own antithesis in succeeding decades. One need 
only recall the New Era philosophy of the ’twenties, the Secular Stagnation 
thesis of the ’thirties, and the currently popular Age of Inflation thesis. Most 
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interesting, if only a coincidence, is that the first two views were developed 
on the eve of their respective Hegelian antitheses. The long view should make 
us skeptical of these “historical laws.’’) 

Professor Jules Backman’s slim book, while covering fiscal and credit 
measures, is primarily a discussion of price, wage and rationing controls in 
World War II to be part of a larger volume (now published) entitled War 
and Defense Economics. The book is mainly descriptive and to a certain ex- 
tent supplements the material in the Chandler and Wallace book. Backman 
starts off on a rather old-fashioned plane by stating categorically that: ‘The 
fundamental cause of inflation in past wars has been the printing of money 
or its modern counterpart the creation of bank credit to meet the costs of the 
war” (p. 1). One would rather have expected that the fundamental cause oi 
inflation in any war results from the shift of resources and the ensuing ex- 
cess demand and that the monetary factor acts to accelerate the fundamental 
cause. A pay-as-you-go policy would not necessarily eliminate inflation. 

The issues which these books raise are many and important. But because 
of limitations of space this review will concentrate on what is still the most 
controversial one: the issue of stabilization. This agrees with the emphasis in 
these three volumes. The Harris and Backman books are primarily devoted 
to stabilization while the Chandler and Wallace book devotes almost two- 
thirds of its space to the subject. 

All parties agree on the need for strong fiscal measures and selective credit 
controls. (Incidentally, the rdle of pure monetary policy, that is, the use of 
the interest rate, as distinct from selective credit controls, is not given much 
importance or space by any of the authors.) There is also virtual unanimity 
about the need for some price and wage controls in a full mobilization effort. 
Thus, Gorter and Hildebrand in their heroic essay to show that we can get 
along without direct controls in a limited program as long as we have a bal- 
anced budget concede that—“if stage three-—total war—occurs, price control 
and rationing may be required” (Chandler and Wallace, p. 565). Shaw and 
Tarshis in “A Program of Economic Mobilization,” advocating expenditure 
rationing as a substitute for direct controls in a full mobilization, agree that 
some price controls may be needed in the areas directly affected by the de- 
fense program (ibid, p. 589).? The issue of stabilization narrows down prin- 
cipally to the use of direct controls in a limited mobilization. 

Are price and wage controls necessary in a limited defense effort? The great 
debate here rages over the respective réles of indirect and direct controls. 
(Production controls as such are direct as price and wage controls but common 
usage seems to limit the use of this term to the price and wage controls.) 

The major criticisms of the use of price and wage controls are twofold: 
(1) they merely suppress inflation, that is, postpone it, e.g., the post World 


2-The complications involved in operating a general rationing scheme plus the probability, 
as the authors admit, that additional devices would be necessary to hold prices and wages 
lead to the belief that the scheme is impractical. Limited expenditure rationing as a sub- 
stitute for other forms of rationing along with price and wage controls does seem practical 
and desirable in limited areas, as, e.g., was the experience of Great Britain. The basic 
point is that no stabilization device by itself is adequate but that many devices are neces- 
sary as mutual reinforcement. 
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War II inflation; and (2) they interfere with or supersede the allocation func- 
tion of price, and, if used for any prolonged period of time, lead to serious dis- 
tortions in the price structure.’ 

The authors represented in these volumes take differing positions on the 
use of direct controls in a limited defense program. As already pointed out, 
one extreme, expressed by Gorter and Hildebrand, is that they should not be 
used at all. The Council of Economic Advisers proposes starting with indirect 
controls and then resorting to direct controls as they become necessary and 
only to the extent needed. Harris, Hart and Backman share that view. Gal- 
braith emphasizes the need to oppose the use of strategic power held by the 
power groups in the economy by the use of strategic price control to prevent 
the development of a price-wage spiral. Outside the administered price field, 
he is dubious as to the effectiveness of price control. The position of Hefle- 
bower and Ackley is similar to that of Galbraith. 

The Gorter and Hildebrand position is quite provocative: “the duty of pro- 
fessional economists is clear; to demonstrate once again the superiority of the 
price system over direct controls, even in the management of a preparedness 
economy. Of course, this entails acceptance of the feasibility of sound mone- 
tary and fiscal measures” (ibid, p. 561). This statement reminds one of Vol- 
taire’s remark that with many incantations and enough poison one can kill 
a sheep. This position oversimplifies the problems in controlling inflation, 
granted that as a normal matter the price mechanism must be free to operate. 
This problem is discussed more fully below. 

The basic difficulty as to what the relative roles of indirect and direct con- 
trols should be arises, it seems to me, from over-concentration on one or other 
of the factors which create inflation. Rather, we should consider them simul- 
taneously. Roughly speaking, there are three situations which might cause 
an upward spiral: (1) the Keynesian case, where a relative shift of resources 
away from consumption leads to an excess of consumer demand over supply; 
(2) the Hicksian case, where changes in expectations exert an unstabilizing 
influence such as occurred immediately after Korea; and (3) the Galbraithian 
case, where the use of the strategic power held by powerful private groups 
can force higher prices or wages which in turn react cumulatively throughout 
the economy. Hart breaks these factors down into two groups; which he calls, 
somewhat inelegantly but forcefully, the ‘“‘demand suction” as against the 
“cost push” precess (zbid, p. 538). 

Fiscal and monetary measures are best adapted to deal with the Keynesian 
case under limited mobilization. This assumes an orderly shift in resources 
sufficiently spread over time to permit the adequate elimination of excess de- 
mand via taxation and monetary measures. However, fiscal and monetary 


*Everybody wants an optimum allocation of resources. But as Ackley points out in 
very illuminating fashion, we accept the need for production and distribution controls to 
meet, at least, military requirements. As he says: “We refuse to accept the market as an 
effective guide to the allocation of these strategic goods, and hence the best argument 
against price controls on such goods is removed before the argument starts” (ibid, p. 558). 
The experience of the production authorities is that business still prefers to meet the 
needs of its regular customers rather than the temporary needs of defense. Hence, a need 
for such controls. 
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measures cannot deal effectively as a practical matter with the situation aris- 
ing under a change in expectations or exercise of strategic power. It is con- 
ceivable that fiscal and monetary measures could be used to the point where 
they would cause a substantial unemployment situation, say five million, and 
this would act as the stabilizer of the economy. Even then, the impact of mo- 
bilization on, say the metal resources of the economy, could still create ex- 
tensive rises in prices and wages in that area. This would increase the cost 
of the defense program and lead to further taxation—already very heavy in 
an underutilized economy. This is, I think, the logic of the no price-wage con- 
trol position. It is theoretically tenable but practically unfeasible. It would 
be contrary to the notion of equality of sacrifice and also, I would argue, to 
the appropriate use of resources. If we assume full employment and a bal- 
anced budget, how could we prevent labor or industry from seeking to shift 
the burden of higher taxes through higher wages or prices? One further point, 
it assumes that our fiscal and monetary policies can be changed quickly enough 
to deal with changes in expectations or the exercise of strategic power. Past 
experience does not support this position. 

If, however, our objective is to prevent the use of strategic power from re- 
sulting in a price-wage spiral, then the use of strategic price-wage control is 
called for, as Galbraith points out. But if, finally, we wish to control the un- 
stabilizing effect of changes in anticipations, then we need the immediate use 
of direct controls on a broad scale. This is, I believe, the lesson of the experi- 
ence of the price-wage developments in the second half of 1950.* But that 
experience plus the subsequent economic developments would argue also for 
the subsequent gradual elimination of these direct controls as the necessary 
fiscal and monetary measures took hold. We did have an amazing increase in 
taxes during this period which has had important effects on demand. But to 
be able to move quickly with direct controls, it is necessary to have them avail- 
able on a standby basis. 

The acerbity of the debate over the related roles of direct and indirect con- 
trols arose out of the fear that once again we would be faced with the condi- 
tion of suppressed inflation which marked World War II. This runs like a 
scarlet thread through all the books. The problem of suppressed inflation in 
World War II arose in large part because we started with a large volume of 
unutilized resources and relatively low stocks of consumer goods. The shift 
to a full employment situation in World War II brought the phenomena with 
which we are familiar. The partial mobilization following Korea started with 
a condition of virtually full employment and after five years of high-level 
civilian production. When we entered World War II we did not have a price- 
income relationship balance in terms of a full employment situation. By hold- 
ing down prices and vastly increasing incomes we magnified greatly this dis- 
tortion. But in June 1950 it would appear that our price-income relationship 
was in balance for full employment. Since then, there has been little change 
in real disposable per capita incomes unlike World War II when there was a 
very great increase. 


*For an interesting discussion supporting the Baruch position for an immediate general 
freeze, see the article by David Ginsburg: “Price Stabilization, 1950-52; Retrospect and 
Prospect,” University of Pennsylvania Law Review, January 1952. 
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A multiplicity of factors prevented the development of suppressed inflation; 
the large increase in taxes, the large increase in prices which took place in 
the second half of 1950, the increase in capacity, the continued high level 
of civilian output, the great accumulation of inventories, all these contrib- 
uted. 

Hindsight is better than foresight. Yet this does not mean that the prob- 
lem of suppressed inflation may not become a reality in a more extensive mo- 
bilization effort than the one we are now undertaking. The fact is that it has 
not been a determining factor in our inflationary problem thus far. It is not 
the inflation of a “disequilibrium system” that we have had to face but the 
inflation potential in a ‘neutral equilibrium system” where changes in an- 
ticipations and the exercise of strategic power could easily push prices and 
wages to higher and higher levels. No one has yet shown that there is any 
satisfactory substitute for price and wage controls to prevent a price-wage 
spiral while keeping full employment in a defense economy. If the controls are 
kept on too long, serious distortions can develop. The difficult problem to 
solve is whether we can turn these controls on or off as necessary, which would 
help to minimize that possibility. 

Before concluding this review, I would like to deal with one interesting 
criticism Harris makes of wartime price control. One test he applies is the 
amount of profits earned by business in the course of the war. He says: “An 
examination of business profits in the war period does not suggest any great 
success of the Price Administration” (p. 217). He gives four reasons: (1) 
prices and output rose; (2) OPA never really succeeded in forcing adequate 
absorption as unit costs fell; (3) price increases were granted for supply rea- 
sons; and (4) the weakness of pricing techniques, e.g., formula pricing. In my 
opinion, Professor Harris underestimates the major reason for the rise in prof- 
its: the fact that pricing margins geared to earning profits in the under-em- 
ployed ’thirties yielded tremendous profits under full employment. However, it 
does not seem relevant to use profits as a test of the success of price control. 
That test should be made in terms of the success in holding prices down. On 
the basis of his logic, we could argue that the fact that corporate profits are 
now only slightly higher than pre-Korea proves that the present price con- 
trols have been more effective than the wartime controls. This would be in- 
teresting, if true. 

More important, the test of whether OPA really forced absorption cannot 
be measured from the level of profits but from the level of gross margins. Gross 
margins more truly reflect the pricing policy of business. The effect of changes 
in gross margins on profits are obscured by the effect of changes in volume. 
Rough calculations which I have made of the gross margins in manufacturing 
indicate that they declined substantially between 1939 and 1944. There was 
considerable cost absorption under OPA. But that again is not the major test 
of the success of price control although it was an important by-product. 

BENJAMIN CAPLAN* 

Arlington, Virginia 


* The views expressed are solely those of the reviewer and do not necessarily represent 
those of the agency with which he is connected. 
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